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EXECUTIVE SUMMARY

Introduction

The Regional Housing and Urban Development Office (RHUDO) requested tlie Water and
Sanitation for Health (WASE:) Project to carry out a management analysis of the National
Water Commission (NWC). RHUDO has been assisting the NWC fcr several years in
programs emphasizing the delivery of water and sanitation services to the urban poor.

The purpose of the study was to provide guidance to the Government of Jamaica (GOJ) on
how to provide water and wastewater services on a fmancially self-sustaining basis. The scope
of work involved, in addition to a management analysis of NWC, that the privatization of
NWC funciions be included among possible institutional strengthening measures. The NWC
also indicated its interest in pursuing decentralization as a possible means of improving
accountability.

The assignment was carried out by a four-person teain in October-November 1992. Three of
the consultants were from WASH, including one Jamaican consultant, and one was an A.I.D.
direct-hire employee.

Findings

Circumstances make # almost impossible for NWC to perform effectively. Unable to raise
adequate revenues (partly because of government policies), NWC cannot perform basic
maintenance, and cannot invest in equipment and systems needed to improve management
capabilities. Unable to pay competitive wages, NWC cannot attract, motivate, and maintain
adequate numbers of skilled employees.

These circumstances have contributed to NWC's deteriorating facilities and inadequate systems
and procedures for finance, commercial operations, management, and planning. There also
is an unacceptable level of water loss and an increasing inability to meet the needs of its
customers. NWC also has a large and increasing deficit and inadequate revenues to cover
minimum needs. Despite its present difficulties, NWC has some positive attributes that make
the chances for reform encouraging. The legislative act that established NWC provides for
autonomy in key matters relating to policy making, employee compensation, revenue
generation, and other areas. However, NWC has not been allowed to fully exercise this
autonomy.

NWC has a sizable core of skilled and dedicated officers who are well aware of these problems
and are frustrated by their inability to resolve them. Management had prepared a well-planned,
comprehensive current annual operations plan which included thoughtful input from all
departments. The fact that inadequate revenue prevented NWC from fully implementing this
plan does not detract from its value.



Conclusions

The situation at NWC has reached a critical point. Without effective action, service to the
public will deteriorate to unacceptable levels, and the cost of subsidies to the government «will
become insupportable.

Privatization may prove to be a successful sclution; it should be thoroughly explored. Private
sector experience in operating water and wastewater utilities in developing countries, however,
is relatively limited. Full privatization, which means taking over capital assets, seems unlikely
to be feasible for wastewater and for most areas outside of Kingston. Accordingly, even with
extensive privatization it seems almost certain that there will be a continuing role for the NWC.
The GOJ, therefore, should proceed with strengthening NWC's capabilities.

NWC will need help in becoming a stronger organization. The current situation indicates that
NWC would have difficulty in reforming itself without outside assistance. In addition, many of
NWC's problems have their roots in national policies. If institutional viability is truly the goal,
the GOJ must be willing to address these issues and make appropriate reforms. Extemal
technical assistance, with the full cooperation of the GOJ and the NWC, is the most feasible
road to reform and operatioral viability.

Recommendations

-

Chapier 7 of this report presents a wide range of recommendations that relate to national
policy octions, steps to privatization, and intermal strengthening measures for NWC. A
summary of these recommendations follows.

Principal Recommendations at the National Level Include:

8 Agree on a policy defining the expected role for privatization, any change in the role
for NWC, and a commitment to strengthen NWC.

® Assign responsibility for all the nation’s water and wastewater needs to NWC, exclusive
of assignment of responsibility to the private sector in specific areas.

® Ensure that NWC is given effective contrcl over making policies, compensating
employees, and setting tariffs.

8 Establish a public utiliies commission to regulate rates charged for water and
wastewater services.

8 Clarify the relative responsibilities and powers of the GOJ, the Ministry of Public
Utilities and Transport, the Board, and the Managing Director in NWC matters.
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Principal Recommendations on the Role for Privatization Include:

The report recommends against full privatization, but suggests that the private sector
role be increased in operations.

GOJ should request the National Investment Bank of Jamaica (NIBJ) to evaluate this
report’s recommendations, determine the extent of interest by private companies,
develop recommendations based on the NIBJ studies, and report this to a Sector
Policy Committee appointed by the GOJ.

After review of the recommendations of its Sector Policy Committee, GOJ should
approve a policy for the provision of water and wastewater which sets out the relative
roles for the private sector and NWC, and the commitment to strengthen NWC.

Subject to the policy adopted, the NWC Board should develop and adopt detailed
policies and procedures to guide NWC management in procuring private contracts in
those areas identified as being among NWC's priorities.

Principal Recommendations for Internal NWC Strengthening Include:

Implernent the organizational changes suggested in this report to more clearly identify
responsibilities, assign accountability, and improve management. These changes should
reflect policy decisions on privatization and take into account altematives for
decentralization.

Improve all facets of maintenance and rehabilitation of facilities and, if necessary,
divert funds for capital programs to pay for those costs as an emergency program.

Take the actions proposed in this report to reduce the current unacceptably high levels
of water losses.

Move to the immediate procurement and implementation of an effective Management
Information System (MIS).

Provide systems, procedures and support to allow the commercial operations group
to function properly.

+

Adopt and implement the tariff rate indexing recomriendations proposed in the
concurrent tariff study.

Implementation

Factors Affecting Implementation. Implementation of the report recommendations will
be dependent upon several factors. The most important is whether the GOJ is prepared to
require customers to pay the full costs of the services they receive, as opposed to providing
water on a subsidized basis.

xi




Also, NWC should cooperate fully with the external technical assistance that will be required
to implement many of these recomriiendations. Past experience indicates that such assistance
is useful and lasting only when the program has the full commitment of the target organization,
its Board of Directors, and senior management staff. The report presents an example of
success, in Sri Lanka which may be useful for the NWC to consider.

Role for Development Institutions. Most of the major development institutions (“donors”)
have indicated strong preliminary interest in assisting NWC'’s institutional strengthering. The
NWC should collaborate with these donors to determine how best to provide the
recommended technical assistance.

Implementation Program. The implementation program is presented in Chapter 8. The
following is a summary of the proposed program:

1. Initiate high level discussions within the GOJ to determine the extent to which the
govemment is prepared to commit itself to sector reform, and what direction that
reform should take.

2. NIBJ should evaluate the findings and recommendations on privatization and present
the results of that evaluation to a GOJ-appointed Sector Policy Committee (SPC).

3. GOJ should review the SPC recommendations and adopt a policy for the provision
of water and wastewater services in Jamaica as a guide to necessary actions for
privatization and NWC institutional strengthening.

4. Conduct a workshop in Kingston to develop a detailed implementation plan based on
a policy decision on how to strengthen the NWC.

Other Implementation Activities. Given the wide range of options open to the GOJ in
deciding on future policy for the water and wastewater sector, a detailed implementation
pnrogram should be developed only after the policy decisions have been made. Whatever
decisions are reached, it seems reasonable to assume that there will be a role for NWC. If so,
NWC will need to be strengthened.

Methods for strengthening NWC follow.

® With donor assistance, send a small group of NWC representatives on a tour of well-
run water and wastewater institutions in developing countries. The tour should include
one organization similar to NWC, which has successfully completed a five-year
program of institutional strengthening.

8 With donor assistance, engage appropriate technical assistance to work with the NWC.,
This assistance could be provided by a water/wastewater agency which is in position
to provide the services on a contract basis, or by a consultant team which includes the
services of experienced utility managers.
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®  With donor assistance, engage the services of a “Monitor Team” to assist the NWC
and its technical advisors in developing a detailed work plan and monitoring progress
under that work plan.
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Chapter 1

INTRODUCTION

1.1 Purpose of the Study

The Regional Housing and Urban Development Office (RHUDO) of the United States Agency
for International Development (USAID) has been assisting the National Water Commission
(NWC) of Jamaica for several years in programs emphasizing the delivery of water and
sanitation services to the urban poor.

The purpose of this study was to provide guidance to the Government of Jamaica (GOJ) and
the NWC on how to provide water and wastewater services to the people of Jamaica
effectively, on a financially self-sustaining basis.

This study was commissioned by RHUDO in consultation with the NWC. The scope of work
for the study required, in addition to a management analysis of NWC, that privatization of
NWC functions be included among possible institutional strengthening measures. The NWC
also indicated interest in pursuing decentralization as a possible means of improving
accountability. A parallel USAID-financed study on tariffs and revenue enhancement was
conducted and the two studies were coordinated. The fie!ld work for the study was conducted
in October/November 1991. A complete scope of work is attached as Appendix A.

1.2 Interrelationships Among Institutional Strengthening,

Decentralization, and Privatization

In early interviews, the NWC Chairman and Managing Director indicated that the NWC Board
of Directors was looking toward decentralization in the short run, and ultimately, privatization
as the preferred means of improving the delivery of water and wastewater services. They
indicated that making the necessary intemal institutional improvements required for significant
reform would be difficult, and would not be as feasible as privatization.

The WASH terms of reference called for a management analysis of the current NWC, in
addition to considering decentralization and privatization. WASH staff had several discussions
with the RHUDO office to find a way to link the management analysis with decentralization
and privatization. As a result, the overall purpose of the study was defined as improving
service provision, and that all options—including complete privatization and a major
restructuring—should be considered. The WASH team was to study ways to strengthen NWC
in its current status as a public utility (including decentralizing its operations), as well as
consider privatization as a way to improve performance. The team believed that it was
important to include all options in determining the best way to improve service delivery.

The NWC presently provides water and wastewater services to the people of Jamaica as a
centralized, govemment-owned organization. The extent to which Jamaica decides to



decentralize and/or to privatize its water and wastewater services will have a significant impact
on the NWC. This study assesses NWC's present capabilities, explores various alternatives for
overcoming problems (including decentralization and privatization), and draws conclusions for
achieving the objective stated in Section 1.1.

1.3 Country Description!

Jamaica is a Caribbean island nation covering approximately 11,000 square kilometers. The
current population of 2.4 million is divided almost equally between urban (48 percent) and
rural (52 percent). About one-fourth of the population lives in metropolitan Kingston, the
capital. The country has had a democratically elected parliamentary system of government
since obtaining its freedom from the United Kingdom-sponsored Federation of the West Indies
in 1962.

The country is divided into 3 counties and 13 parishes. Economically, tourism is the source
of more than half the foreign exchange eamings for the country. Tourism, bauxite, and
agriculture (coffee, sugar, and bananas) account for about 90 percent of all eamings.? Most
of the tourist activity is centered on the north coast beaches. Jan=ica’s image relative to water
supply, wastewater treatment, public health, and the environment is of major importance to
the tourist industry.

1.4 Description of NWC Facilities and Services

1.4.1 Water Systems

The NWC serves about 75 percent of the total population of Jamaica with water through
piped connections (65 percent) and public faucets (10 percent).® Most of the remaining
population has access to water through springs or streams, although there are also a number
of privately owned community systems for hotels and developments. In 1989/1990, total
water production from all NWC water production sources was estimated at 160 IMGD
(Imperial Million Gallons Per Day). This is only an estimate since very few source installations
have operating meters.

! Statistical data on Jamaica from USAID/Jamaica librarian and NWC Five-Year Plan for
1989-1994.

2 Personal conversation with Ms. Faye Pickersgill.
3 “NWC Domestic Water Supply and Sewerage Programme, 1989-1994.”
2
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At the direction of the GOJ, the NWC recently retumed some of the “minor water schemes”
to the control of the Parish Councils. Prior to that transfer, the NWC was said? to have
responsibility for the following water supply facilities: 339 rainfall catchment tanks, 140 wells,
437 spring systems, and 66 water treatment plants. In its current five-year plan,® NWC reports
there are now about 4,700 public faucets or standpipes, down from an estimated 6,400
several years ago. The NWC is presently trying to obtain a more accurate inventory of its
facilities.

Water from rainfall catchment tanks is said to be of poor quality and unreliable in supply
during dry periods. Some rural schemes are subject to interruptions and require fairly extensive
use of trucking to supply water.

A study of water service in 667 households in 4Z low-income neighborhoods in Kingston®
revealed that while 90 percent received water from NWC through direct piped connections,
40 percent of those connected were served by a single faucet, in their yard. Of those not
connected, 5 percent took water from public faucets, and the remaindesr received water
indirectly from neighbors or commercial buildings.

1.4.2 Wastewater Systems

Countrywide, only an estimated 16 percent of the total population has access to a piped
sewerage system, and only 21 percent of the urban population has access to any sanitation
facilities.” About half the population uses pit latrines, 6 percent were reported to have no
sanitary facilities, and most urban areas are served by septic tanks.

There are an estimated 100 wastewater treaiment plants in Jamaica. The majority of these are
small “package” systems, many of them privately owned. A 1988 study® found that only 38
percent of these plants were working satisfactorily. A study the next year of the 25 plants

4 Lofthouse, Peter, Gibb-Anglian Consulting Engineers, “Institutional Report, National
Water Commission,” prepared for the Commission of the European Communities (EEC),
September 1990.

5 “NWC Domestic Water Supply and Sewerage Programme, 1989-1994.”

6 McLeod, Ruth, “Low Income Strategies in Kingston, Jamaica: Solutions of the Informal
Sector,” Construcion Resource and Deveiopment Center, prepared for RHUDO,
USAID/Jamaica, December 1987.

7 Silva, Homero, “Sectorial Sanitation Report,” Pan American Health Organization
(PAHO), prepared for the Inter-American Development Bank (IDB), Mzy 1990.

8 Conducted by PAHO, noted in previous reference.
3



located in Kingston found only seven (28 percent) were meeting established effluent criteria.
The two large treatment plants in Kingston provide only primary treatment and discharge their
effluents into Kingston Harbor.
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- Chapter 2

HISTORY AND PRIOR ASSESSMENTS OF THE NWC

2.1 History of the National Water Commission

The NWC was formed by an Act of Parliament in September 1980.° The Ministry of Local
Government (MOLG) first considered the merger of the National Water Authority (NWA) and
the Kingston Water Commission (KWC) in 1968, but no action was taken until an
“Amalgamation Team” was established in late 1979, by the joint boards of the NWA and
KWC. The NWC'’s original organizational structure and allocation of responsibilities was
proposed by this team, and its recommendations were implemented by the newly appointed
senior management team of the NWC, which was created in September 1980.

Very early in NWC’s history it became apparent that the original organizational structure
“contained a number of flaws.”"® These flaws and the perceived difficulties in NWC’s
functional ability led to a series of institutional assessments and a major effort at strengthening
NWC. When the NWC assumed responsibility for the small parish water systemns in 1985, its
institutional burdens and problems increased.

Since its creation, the NWC has altemnatively been assigned to either the Ministry of Local
Govemment or the Ministry of Public Utilities and Transport (MPUT), from which it is currently
managed.

2.2 Prior Assessments and Interventions

The prior assessments and interventions of NWC are summarized below.

1981-1982

In late 1981, the GOJ requested the quasi-governmental Jamaica National Investment
Corporation (JNIC) to conduct assessments of the engineering, management, and
transportation functions of the NWC. JNIC selected a U.S. consulting engineering firm, Camp
Dresser & McKee (CDM), to conduct this assessment which was financed by USAID. A

? The basic source for this history was from the following reference: Sterling, Stephen,
Jamaica National Investment Company Limited (Technical and Management Services
Division), “A Management Audit of the National Water Commission,” March 1983.

19 Tbid.



report’! on this assessment was presented in July 1982, which identified significant
institutional weaknesses. These included:

1.
2.

® N o O

1983

Inadequate planning for capital projects;
Little progress in melding the NWA and KWC personnel and functions;

Imbalances in organizationally equating the massive needs of serving the metropolitan
area with the relatively small systems of the outer regions;

The absence of zven a rudimentary MIS;

Low levels of maintenance and process control;

Inadequate attention to water quality control;

Assignment of a relatively low priority to the wastewater program; and

Perception of the NWC Board as the major driving force of the NWC, with the
Managing Director serving in a relatively passive role.

In March 1983, a Jamaican management consultant working for a division of the JNIC
conducted an 2ssessment of the management capabilities of the NWC. The study'? presented
a series of findings related to management, finance, personnel, administration, and commercial
operations.

1.

N

Outstanding loans to the former KWC and NWA entities by intemational agencies
prevented the establishment of a unified accounting system.

The enabling legislation establishing the NWC was based on the 1963 NWA Act, and
the failure to create new legislation based on the needs of NWC is part of the
confusion.

The NWC Board lacked expertise in hydrogeology, sanitary engineering, accounting
and law.

Contingency planning for periodic crises is inadequate.

5. Because of the absence of an MIS, NWC performance cannot be monitored.

1 Camp Dresser & McKee, “Engineering and Operational Assessment of the National
Water Commission,” July 1982,

12 Sterling, Stephen, Jamaica National Investment Company Limited (Technical and
Management Services Division), “A Management Audit of the National Water Commission,”
March 1983.
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6. Organizational flaws exist including too little attention given to the needs of the
metropolitan area, and the separation of the “operations” and “engineering” functions.

7. “There are still two (KWC and NWA) organizations operating side-by-side under the
name of the NWC.”

8. Line managers are frequently by-passed and communications are poor, both
horizontally and vertically.

The study also presented a series of findings related to finance, personnel, administration, and
commercial operations.

1983-1986

The GOJ engaged CDM in 1983, to work with NWC staff to make institutional improvements
to remedy the weaknesses identified in these previous assessments. After one year of GOJ
funding, the Intemational Bank for Reconstruction and Development (IBRD or World Bank)
agreed to finance the remaining two years of this technical assistance program. The level of
effort involved in-depth support to the functions of management, operations and maintenance,
financial and commercial, and engineering.

1989

In 1989 USAID, as a part of its program to support the urban poor, provided funds to the
NWC for a group of projects aimed at improving urban water and sanitztion services. USAID
requested the services of a consultant team from the Water and Sanitation for Health Project
(WASH) to assess NWC'’s capability to implement these projects. The WASH study'®
identified various institutional weaknesses requiring improvement.

1. The root of NWC’s problems lies in institutional weaknesses that limit NWC'’s ability
to perform.

2. NWC has insufficient numbers of qualified management and technical staff.
3. Personnel regulations make it difficult to motivate and retain staff.

4. Revenue is poorly managed, accounts receivable are unacceptably high, and most
accounts are in arrears.

5. Unaccounted for water is far too high.
6. Project performance monitoring and reporting is inadequate.

18 Cullivan, Donald, and John Austin, Water and Sanitation for Health Project,
“Recommendations for Implementation of Community Water Supply and Sewerage
Improvements, Jamaica Shelter and Urban Services Program,” April 1989.
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1990

The creation of Carib Engineering Corporaticn Ltd. (CECL) in 1983 represents an
undesirable dilution of NWC'’s responsibilities.

There is a widespread awareness within NWC of the need for institutional
strengthening and a strong desire to see it take place. '

The NWC Board involves itself in operational matters instead of setting policy and
monitoring performance.

In September 1990, the Commission of the European Economic Community (EEC) agreed
to provide technical assistance to the NWC to study wastewater problems at Negril and Ocho
Rios. As part of that project, the EEC offered the services of a specialist to look at NWC'’s
institutional needs. This study'® identified key institutional issues and presented findings on

these issues.
1. The NWC should assume responsibility fc: all wastewater treatment plants in Jamaica.
2. The NWC should regionalize its operations along the lines of the three counties, and
each region should be responsible for operations, maintenance and commercial
functions.
3. Responsibility for these regions should be assigned to qualified managers with the title
of “Director.”
4. NWC should establish a small “Corporate Planning Unit” to assist the Managing
Director in monitoring performance of its units. -
5. NWC should develop an effective MIS.
6. Stores and Transport require major strengthening.
7. Maintenance is inadequate.
8. There is an imbalance in the duties of the three Deputy Managing Directors.
9. Illegal connections and unrecorded water are major problems.
1991/1992

In July 1991, the NWC contracted with the Caribbean Applied Technology Centre Ltd.
(CATC), and this study is generally referred to as the “Morgan Study.”® The contract terms

14 Lofthouse, Peter, Gibb-Anglian Consulting Engineers, “Institutional Report, National
Water Commission,” prepared for the EEC, September 1990.

15> Morgan, Henley, “Options for Decentralization of the National Water Commission,”
Caribbean Applied Technology Centre Ltd., 1991.
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of reference require CATC to review NWC'’s existing organizational structure, collect and
analyze data to determine the districts or regions into which INWC can be decentralized, and
determine an organizational structure to satisfy these requirements.

The terms of reference make it clear that the study is not to investigate the feasibility of
decentralization, nor does it seem to require identification of potential impediments to
successful decentralization or how best to remove these impediments.

This report was not made available for review up through the end of 1991, but the report’s
preliminary findings were released in November 1991. The study concluded:

“Our review of the present structure confirms what was earlier believed; that the NWC
is an overly centralized bureaucratic organization with 21 out of 27 major functions
and decision making points located in three Kingston offices. The result is a low level
of accountability, slow response time in resolving problems and meeting customer
needs and a general feeling of helplessness among personnel at the service delivery
and income generating end of the business.”

The preliminary findings set forth ten issues, described the implications of each, and set forth
required actions to improve the issues by transferring authority from the central organization
to the regions. However, there is no explanation of how the required actions are to be
implemented. For example, many of the required actions call for decentralization of a
particular activity but do not discuss how the skills needed to effectively conduct these activities
in the regions are to be developed.

2.3 Summary of Assessments

Below is a summary of the institutional weakness of the NWC that were identified in more
than one of the assessment studies:

Inadequate maintenance being performed;

Failure to meld the organizational cultures of the NWA and KWC;
Absence of a management information system;

Unacceptably high levels of unaccounted for water;

Inadequate planning; and

AN T o L

Involvement of the NWC Board in operational matters.
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Chapter 3

INSTITUTIONAL ASSESSMENT

3.1 Performance of the Nationai Water Commission

Despite NWC’s view that prior assessments had adequately defined their institutional
weaknesses, the scope of work for this project required the consultants to “identify the critical
policy, management and operational issues relating to the overall functioning of the National
Water Commission.”¢

To assist assessment teams in evaluating the performance of water and wastewater utilities,
A.1.D. commissioned WASH to prepare guidelines'’ for conducting institution:! assessments.
Those guidelines identified nine “performance categories” to be used to assist in evaluation.
These nine categories were used as a basis for the current assessment of NWC’s performance.

The findings described in this chapter are based on extensive interviews with iany people
(both within NWC and with others knowledgeable about NWC), from reviews of records,
reports, systems and other data (to the extent such material was made available for review),
and through personal observations of NWC activities. A list of the persons contacted and/or
interviewed during this assessment is presented in Appendix B.

3.1.1 Assessment of Organizational Autonomy
® Summary Definition’®

Organizational autonomy is the i